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The development of new industrial towns such as Tuen Mun
and Shatin is essentially a result of the economic development and
the rapid increase of population in Hong Kong. This thesis provides
a conceptual framework for analyzing industrial real estate develop-
ment projects and an application of the framework to Tuen Mun and
Shatin. The scope of the study is limited to the developments of
land zoned for Light Industry by the Town Planning Office of the
Government.
In formulating the conceptual framework for analysis, a
number of locational factors of a factory are discussed before some
methods for appraising a real estate project are treated. Relevant
data for Tuen Mun and Shatin have been collected by personal inter-
views with quite a number of Government officials.
The writer comes to the conclusions that the most important
factors for analysis in areas of Hong Kong are market price of land,
availability of labour and legal restrictions, and that Tuen Mun and
Shatin are generally favourable for developing industrial real
estates.
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1.0 INTRODUCTION
1.1 Introduction to Hong Kong's
Industrial Development
The survival of Hong Kong is a wonder, her prosperity a
miracle. In spite of her scanty primary resources except perhaps
fish, the Gross Domestic Product per capita of Hong Kong was
HK$8,0181 in 1974 and ranked third after that of Japan and Singapore
in Southeast Asia.
Today the basic economic activities in Hong Kong are entrepot
trade and industrialisation. Entrepot trade has developed since
Hong Kong was ceded to the British Crown. Until the 1950s Hong Kong
depended for her livelihood on entrepot trade between China and the
rest of the world.. As a result, excellent banking, shipping, storing
and insurance facilities became available.
Before the 1930s there was little development of industry,
and the contribution of the manufacturing industry towards the total
domestic income was insignificant until the end of the 1940s.2 It
was not until the last two to three decades that Hong Kong experienced
a rapid growth in the manufacturing industry.
1 The Government Printer, Hong Kong, The 1975-76 Budget:
Economic Background (Hong Kong: The Government Press, January 1975), p.2,
Chung, S.Y., “The Role of Manufacturing Industry in the
Economy of Hong Kong,” The Hong Kong Economic Scene, ed. by J. W. England
(Hong Kong: the Department of Extra-Mural Studies, University of Hong
Kong, 1969), p.3.
2
During the Chinese Civil 'War in 1948-1949, hundreds of
thousands of people fled to Hong Kong as refugees. The influx of
refugees to Hong Kong brought capital, technical know-how and
managerial skill mainly from Shanghai industrialists. In 1951 the
Korean war broke out. The United Nations imposed an embargo on
trade with China, thus eliminating Hong Kong's major entrepot market.
The importance of Hong Kong as an entrepot no longer existed and to
support the population, industries developed. This was the first
big leap of industrial development in Hong Kong.
The second big leap was made when the advanced countries
began to invest in Hong Kong in the 1960s. Foreign capital and
technological know-how, in view of Hong Kong's expanding economy and
stability began to flow in. Among these, the U.S.A., the U.K. and
Japan were the most important. Foreign investors established
branches in Hong Kong, manufacturing finished or semifinished com-
ponents for their products such as transistors, cameras, high-quality
garments. The direct and indirect effects of foreign investment
played an important role in encouraging the Hong Kong economy to move
forward to a skill-intensive production structure.
The increase of industrial undertakings and the number of
employees in Hong Kong from 1947 to 1974 is shown in Figure 1.1 and
Figure 1.2. It is evident that industrial undertakings increased
rapidly after 1959. This increase coupled with the increase in
population created enormous pressure on land utilisation.
FIGURE 1.1
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NUMBER OF EMPLOYEES IN HONG KONG
(1947-1974)
Source: Census and Statistics Dopartment,
Hong Kong. Monthly Satistics
Digest. January issues. 1970-1975
Labour Dspartment unpublished dats
51.2 Introduction to Land Use Pattern in Hong Kong
Generally, the landscape of Hong Kong is rugged. From the
uplands and hill ranges, steep slopes descend to the sea and lowland
plains. The only extensive flat land is found in the northern and
north-western parts of the. New Territories. Elsewhere, it occurs
mainly in small pockets inland and coastal valleys. The physical
features of Hong Kong are shown in Figure 1.3.
Thus, the supply of flat land in Hong Kong is quite limited.
In the early 1960s, of the total area of the Colony, 82 per cent was
marginal land, 13 per cent was arable and the remaining five per cent
formed the buile-up area.3 The greater part of this five per cent
built-up area was along to coast of the Victoria Harbour and is shown
in Figure 1.4. While industry developed immensely in the last one
to two decades, population continued to increase and commerce flourished.
The developing manufacturing industry does not only compete for land
within its own sector, but also competes for land with the residential
and commercial sectors. This unbalanced supply and demand has in-
creased the price of land.
Experience has shown that the segragation of place of residence
and place of work is mainly the outcome of advances in transportation
technologies. With better transportation facilities, either provided
or encouraged by the government, the influence of industrial develop-
ment on urban structure is twofold. First, the setting up of new
industrial satellite areas absorbs factories into planned zones, thus
3 Clarke, R.C. and Jackson, J.E., "land for Industry and
Factors Influencing Location in Hong Kong," Land Use Problems in Hon
K ed. by S.G. Davis (Hong Kong: Hong Kong University Press, 19,
p.7.
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leaving space for residential and commercial usages. Second, indus-
trial growth quickly stimulates the expansion of related commercial
activities. This leads to an increasing demand for.commercial land
in the city.
In Hong Kong, the industrial satellite areas are mainly in
the New Territories and include Tsuen Wan, Kwai Chung, Shatin, Tuen
Mun and Tai Po.
1.3 Impact of the Land Use Pattern on
Industrial Estates
As a city proceeds towards industrialization, factories tend
to find locations in newly planned areas. There may be reasons for
this as follows:
(a) As the land prices in the town's centre region with good
accessibility continually increase, the factories
originally in the city are likely to find that they are
operating under a high asset-base. For instance, in
area A there is a great demand for residential land at
a market price of $200 per sq. ft. while in area B,
there is an adequate supply of industrial land at a mar-
ket price of $50 per sq. ft. A factory in area A will
be willing enough to move to area B in order to reduce
the asset-base. The trend is that increasing demands
for commercial and residential space are gradually dis-
placing small factories and workshops from the centre of
Hong Kong to the industrial satellite areas.
(b) The city areas of both Hong Kong Island and Kowloon
9
Pennisula are already densely populated. In order to
minimize industrial pollution and to direct the population
growth towards satellite areas, the Government has tried
to encourage development, particularly industrial develop-
ment in such areas as Kwai Chung, Tsuen Wan, Shatin and
Tuen Mun. In doing so, one of the means used by the
Government is restricting the supply of industrial land
by the zoning control of the Town Planning Office, while
loosening the supply of industrial land in these newly
planned satellite areas.
Under these circumstances if a successful manufacturer
in the city area wants to expand his factory space, he
has little choice but to look for industrial land for
development in these satellite areas.
(c) For new industrial. undertakings, the industrialists find
little supply of industrial land in the city area. They
would also like to focus on industrial land in the planned
areas.
1.4 Aim of the Study
It has been mentioned that the satellites areas have become
favourable to industrialists. The aims of this study are:
- to formulate a conceptual framework for analyzing indus-
trial real estate development projects, and
- to apply this framework to study two selected areas. The
two selected areas are Tuen Nun and Shatin.
These two areas are selected because they are representative
with respect to industrial development. In these two areas, industrial
10
development is young and the Government is planning to make them
industrial towns each with a population of about 500,000 by 1985.
1.5 Scope of This Study
Industry is used here and throughout the paper to mean the
manufacturing industry, unless stated otherwise.
Since the majority of industrial undertakings in Hong Kong is
regarded as light industry, the scope of this study is limited to the
development of industrial land zoned as Light Industry by the Town
Planning Office of the Public Works Department. Thus, this study
does not include the development of land zoned as Special Industry,
e.g. that for Container Cargo Terminal, oil refinery or petrochemical
plants.
Throughout this study, real estate refers to the commodity
real which includes not only the physical components of land, as
nature provided it, but also all man-made fixed improvements placed
on land. By a development project, the plan of purchasing a piece
of industrial land and subsequent construction of a factory or work-
shop of some form on the land is meant.
This framework applies to situations when an industrialist
wants to select a site for building a factory for his own manufacturing
purposes. The development projects by an industrial estate developer
for sale or for letting are beyond the scope of this study.
This study relies heavily on official data mainly from the
Town Planning Office and the Crown Lands and Survey Office of the
Public Works Department, the New Territories Administration, District
Office of Tuen Mun, District Office of Shatin, the Census and Statistics
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Department and the Labour Department. These have been generous with
both published and unpublished data. Interviews with government
officials, industrialists and private professional consultants pro-
vided useful information.
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2.0 CONCEPTUAL FRAMEiORK FOR ANALYSIS
In Hong Kong, there are five ways of acquiring industrial
land. These will be discussed in Chapter Four.
Irrespective of how the land is to be acquired, a set of
locational factors are considered in developing any projects on the
land. Locational factors are factors that determine the location of
a factory within a region.' These factors can be distinguished as
economic and intangible. Economic factors are those which are
associated with monetary terms while intangible factors are those
which are not directly, though very often indirectly, associated
with monetary terms.
2.1 Economic Factors
There are economic factors for analyzing industrial real
estate development projects as follows:
1. land market
2. power and water supply
3. transportation or distribution cost




1 Here, a region refers to the whole area of a big city, e.g.
Hong Kong as a whole.
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Land market
The first and most obvious factor considered in analyzing
industrial real estate development projects is the land market which
determines the price of a piece of land. Basically the price is
governed by supply and demand.
The supply of land is more or less fixed. The supply of
industrial land usually comes from changes in the physical features
of land, such as reclamation of coastal areas, or change in land
utilisation, such as conversion of agricultural land to industrial
land. These changes are results of long-range planning of the Hong
Kong Government. Therefore, industrial land is unlike many other
commodities in that the supply is not affected by the market price.
Similarly, the demand for industrial land is not affected directly
by the market price. When an industrialist acquires a piece of land,
he has already got one or more development projects in mind. Thus,
the supply and demand of industrial land are highly inelastic.
For a region as a whole, land price depends on supply and
demand, both of which depend on the general economy as well as the
long range policy of the government. If the government wants to
encourage the development of industry, under normal conditions there
will be more demand for industrial land.
However, for individual towns within a region, the market
prices of industrial land are different. For instance, a town with
low industrial land price is usually associated with greater
distance from the urban-centre or a low availability of labour
compared to a town with high industrial land price.
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The direct impact of land price on an industrialist is on
the asset-base of the development project concerned. As land cost
goes to fixed assets, land price is usually the most important
component in the fixed asset item, especially for projects which
develop low-storied workshops, or workshops which require a
considerable amount of open space. Thus, industrial enterprises which
cannot afford much capital to invest in land assets would prefer to
carry out their real estate development projects on low-priced land
at the expense of higher operating costs from, for example, higher
transportation cost for goods. On the other hand, some industrial
enterprises would not prefer to carry out development projects on
low-priced land because the low price may be caused by something
unfavourable, such as lack of sufficient labour supply, that would
hinder their manufacturing processes.
Power and water supply
Power and water supply are essential necessities for a
majority of manufacturing processes. Power is necessary for driving
the production machinery, for lighting, ventilation, air-conditioning
and electro-processes. Water is used for cleansing, cooling,
dissolving and providing liquid medium in many industrial processes.
Availability of power and water is one of the most important
qualifying factors for the development of industrial real estates in
an area.
For most industrial areas, there is a supply of power and
water. An industriatlist has to consider the charge rates which
affect the operating costs of his enterprises. For some new
industrial areas there may not be power supply or water supply so
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that additional capital expenditures will have to be spent in
installing self-sufficient power-generating equipment or facilities
to draw ground water.
Transportation or distribution costs
In a large industrial region, transportation is regarded as
a major determinant of plant location because it affects the cost of
service or goods sold. In dealing with effective transportation
cost, the following components should be included:
- transportation cost of raw materials
- transportation cost of finished goods
- added cost of dealing with unsatisfied customers (for
instance, in cases of return of goods)
When other locational factors are not taken into account, it
is desirable from the view-point of least-production-cost to minimize
the transportation cost. Quantitatively, the transportation pattern
can be expressed in a mathematical model.
To illustrate, let us take the distribution cost by trucks
of finished goods from a new factory located at a point to various
customers at known distinct centre points Pl............. Pm.
Assume that the costs of transportation are directly proportional to
an appropriately determined distance between the new factory and a
customer. Let d(X,Pi) represent the distance travelled per trip
between X and a customer at Pi, and Wi represent the product of cost
per unit distance travelled and number of trips made per year between
the new factory and customers' locations Pi's. The annual cost due




And the total annual cost due to travel between the new facility and
all customer locations is given by
fb(X)= Wid(X,Pi)
where i is referred to as weights.
Dimensionally, fb(X) is expressed as dollars per year, Wi is
expressed as (dollars per distance. trips per year), and d(X,Pi) has
the dimension distance per trip.
The weight-distance of various location points of customers




FIGURE 2.1 MECHANICAL ANALOG MODEL OF A
DISTANCE LOCATION PROBLEM
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Similarly, the annual transportation cost for raw materials
fa(x) and the annual cost for dealing with unsatisfied customers
fc(x) can be expressed. The total annual transportation costs
affected by the location of x is
The location problem is to determine the location of the new
factory, say X that minimizes F(x). Another approach to this problem
is to compare the annual transportation costs at several location
points under consideration.
This quantitative model is especially important and may be a
determining factor in locating a manufacturing enterprise in an
industrial region, because transportation costs can be a substantial
part of the operating expense of a factory, and can vary substantially
according to the location of the factory.
Besides the weight distance consideration, an industrialist
also considers the availability of railway facilities or water
transportation. These two, and especially the latter can reduce the
transportation cost (usually for raw materials) to a large extent.
With the availability of either railway or water transportation, the
calculations of total weight distance is not much different, except
that the transportation rates would be different from the rates for
truck transportation.
Construction cost
Basically the construction cost for developing an industrial
estate involves many sets of costs and expenses. It should include
the site-preparation cost and the actual construction costs. Site-
preparation cost is incurred in the preparation of a site suitable
F(x)=fb(x)+fa(x)+fa(x)
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for building from a topographically less promising site. Actual
construction costs include the obvious expenditures on materials,
labour and supervision. These may be combined into one bill, if an
outside contractor is hired to carry out the construction activity
as most industrialists choose to do. To these direct construction
costs must be added: landscaping engineering (plans and construc-
tion supervision) architect's fees financing costs commissions
and fees for the broker and other specialists office expenses and
other overhead and miscellaneous items such as legal expenses, title
expenses, and insurance during the construction period.
For analytical purposes, industrial buildings may be classified
in four categories namely a) by type of construction, b) architectural
design, c) number of stories and d) adaptability of use. Each of
these four dimensions affects the actual construction costs.
a) Type of construction
Type of construction classification generally is concerned
with the degree of fire resistance and quality of
materials employed. A high class building is usually
solidly built with high fire resistance and low noise
transmission.
b). Architectural Design
Industrial buildings may be classified by architectural
design in terms of ceiling heights, roof construction,
column widths and building shape.
In judging building utility, it is important to relate
the uses to which the building is adapted to the demand
for those uses. For example, high walls with few
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windows are highly desirable for warehouse and general
storage. On the other hand, a building with lower walls
is more suitable for assembly of components to form
products and similar types of manufacturing. For hot
regions, whether more windows are desirable depends on
the nature of production process more windows effect
utilization of more natural lighting (so as to reduce
power consumption in artificial lighting), while at the
same time more power is consumed in the cooling system
(if there is any) because of the absorption of heat
through window panes. In a local textile factory with
air-conditioning, it has been found to be more economical
with regard to power consumption to shield the windows
to avoid using natural lighting.
c) Number of stories
Buildings may also be classified by the number of stories.
Where land is highly valuable and relatively scarce,
multiple-storied building tend to be built. Otherwise,
to judge the appropriate type of construction, it is
necessary to consider the specific process or activity to
be housed.
d) Adaptability of use
Industrial buildings can also be distinguished into
limited purpose and general purpose buildings. Buildings
are usually general purpose in that they can house a
variety of manufacturing processes, so that flexibility
in the use of the buildings can be maintained.
20
When given the type of industrial building, a construction
company can give a rough figure of the construction fees which are
usually expressed as cost per unit volume of industrial space or per
unit area of floor space to be built.
Labour rates
Labour rates affect the operating expense of a manufacturing
plant. The effect is more pronounced for a factory of labour
intensive industries such as the textile industry, the garment
industry and the electronic industry. To minimize the cost of pro-
duction, an industrialist prefers to build factories in areas where
the labour rates are low. Therefore, to analyze an industrial real
estate development project, it is necessary to compare the labour
rates of different areas.
In comparing the labour rates, it is obvious that the labour
rates for that particular industry that the industrialist is concerned
with are considered.
In so doing, it is assumed that the quality of the labour force
in the locations concerned is the same, or that the manufacturing
process is indifferent to the quality of the labour force (for
industries which require unskilled workers).
In locations where labour is not easily available, many
industrial firms draw labour from neigbouring towns and other outlying
areas by providing transportation facilities. In this situation, the
transportation expenses should be added to the actual labour cost to
give more accurate management information for labour rates.
21
Local government and taxation policies
Income tax laws and regulations must be considered in advance
for any real estate development projects. Income taxes affect nearly
all real estate investments and ventures and acquisitions, operations,
and dispositions must be planned to obtain maximum benefits from the
tax laws consistent with the objectives of the investor.
There may be the following considerations with regard to
taxation: (a) the effect of capital gains treatment of income from
industrial real estate (b) the means of ascertaining the type of
income treatment likely to be given different types of industrial
real estate investment (c) the impact of handling depreciation on
industrial real estate income and property values.
(a) A capital gain is the difference between the sales price
of the asset and the sum of the selling expense plus the
book value of the asset at the time of the sale. For an
industrialist who sells an industrial building, the
profit from sale may be treated as short-term gain or
long-term gain. Short-term gain is usually regarded as
income for income tax while long-term gain is regarded
as capital gain. For tax purposes, the amount of tax
payable depends on whether the gain is classified to
which category. An investor would prefer to be charged
at capital gain because this bears a lower tax rate.
(b) Taxable income may be different for the type of treatment
given to different types of industrial real estate
investment. (i) For property held for sale to customers,
e.g. flatted factories for sale, the property is regarded
22
as a capital asset. (ii) For property used in trade or
business, the property may not be a capital asset, e.g.
a factory or a warehouse which is owner-occupied. (iii)
For property held for investment, e.g. flatted factories
for letting, the property may be regarded as a capital
asset.
(c) For income tax purposes, depreciation is a reasonable
allowance of property which is used in trade or business,
or which is held for the production of income. This is
applicable to both real estate and equipment in the
manufacturing plant. On the other hand, land is con-
sidered not to depreciate, and therefore no allowance is
permitted. Usually, there are three methods of deprecia-
tion employed: i) the straight-line method where
depreciation is spreaded equally in amounts over the
useful life of the industrial property ii) the declining-
balance method in which a constant or uniform annual rate
which is usually larger than the straight-line rate is
applied to the.remaining (or undepreciated) cost basis
in making computation and iii) sum-of-the-years-digits
method in which a fraction of the depreciable part of
property is determined. The numerator of the fraction
for each year is the number of remaining years of the
useful life of the property. The denominator is the sum
of the digits of all the years in the useful life.
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Selecting among the choices available to the tax-payer is an
important decision because it influences the apparent flow of income
over a substantial period of time.
Financing
In common with other types of real estate, industrial real
estate is highly non-liquid. Moreover, the larger the facility, the
more difficult it is to market in most instances. This enhances the
investment risk.
As with all other types of real estate, industrial real estate
involves a large commitment of funds or working capital. Vary often
an industrialist finds the funds could be more profitably used in the
productive processes of his firm. Therefore, various financing
devices are frequently utilized to minimize the commitment of cash
that is necessary to ensure occupancy of the space. For this reason,
an equity investor borrows funds in order to complete an industrial
real estate development project in other words, this necessitates the
use of leverage.
The use of leverage is just to magnify gains or losses. One
can magnify gains when he can make more by using borrowed money in
manufacturing business than the cost of that money. The losses are
intensified by the use of leverage when the costs of the money exceed
the gain that can be derived from the borrowed capital.
In the building industry, a contractor builder usually does
not give credit to customers in financing the work in process. Thus,
an industrialist who wants to use leverage must borrow a portion of
the working capital on mortgage loans with the land and buildings
under construction as security. The sources of loans are mostly
24
commercial banks and other financial institutions, such as life
insurance companies. As a construction project generally involves a
large sum of money and it takes years for a mortgagor to redeem the
mortgage, the loan is regarded as a long-term one. This is charged
at a higher interest rate than short-term loans that are used for
financing trade.
2.2 Intangible Factors
The following are the intangible factors in analyzing an
industrial real estate development project: 1) topographic features
of the land 2) availability of labour 3) legal restrictions and 4)
room for future expansion.
1) Topographic features of the land
Before purchasing a piece of land, an industrialist makes on-
site inspection. The first thing to be noticed is whether the
topography of the land suits the user's purposes. Most of the
factories for light industry are built on flat pieces of land to
minimize the construction fees and the use of vertical transportation
facilities (e.g. lifts). Moreover, a piece of flat land maximizes
the building coverage on the land. In fact, many industrial real
estate developments involve site-preparation from uneven sites to
more even sites before any buildings are erected. On the other hand,
for some manufacturing processes which involve continuous tank flow
processes (e.g. bean sauce production), the step-wise topography of
the site can be an advantage to production.
If site-preparation cost is too high, buildings may still be
erected. The unpromising topographic features of the land affects
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the architectural design of the buildings. Usually, this type of
design is less economical for land area utilisation than those
designs on flat lands.
Other features affected by the topography of the land are the
soil and subsoil drainage. This is connected to facilitation of
waste disposal.
2) Availability of Labour
For manufacturing firms which do not employ much labour, the
information on availability of labour cannot be very important. How-
ever, for major manufacturing firms (especially in labour-intensive
industries, e.g. garment and textile industries), industrialists need
information about the competition for labour. A fundamental approach
in estimating the labour supply in an area is to know the total
population in the area, and the portion that falls in the working age.
However, describing the local labour supply involves more that a mere
head count of total employment. Data on labour cost, type of labour
(male or female), labour skills, training, education and labour turn-
over rates are also important. Labour organization activity, the
degree of union organization reported by company and a history of
labour-management relations in the area are necessary in evaluating
the labour supply. Usually, the analysis of the local labour supply
depends heavily on published, official labour statistics.
3) Legal Restrictions
In considering an industrial development project in advance,
legal restrictions and controls must be familiar with beforehand. The
following are frequent aspects or restrictions:
26
a) Control of Nuisances
The basic principle in the control of nuisances is to
ensure that manufacturing processes can proceed without
adversely affecting adjacent operations or land uses. Such
adverse effects may be emission of noise, light, odour,
smoke, vibration, heat or industrial waste. Thus, an
industrialist has to be careful in seeing that the
manufacturing processes do not violate any of these
restrictions.
b) Use of Land
When land is zoned as Industrial Land, the most common
limitation on the use is the prohibition of residential
uses (except for dormitories free-of-charge for workers)
or retail uses. All the land use must be related with the
operation of an industrial firm.
c) Percentage Site Coverage Area
This is the maximum building area allowed as a percentage
of the total area of the site allocated for that building.
The maximum percentage site coverage area allowed ranges
from thirty to seventy per cent depending on such factors
as the density of factories in the area and the price of
the land.
d) Floor Area Ratio
This is the ratio of the total floor area of the building
to the area of the land or that part of a land allocated
to that building. The ratio varies for different districts
with different factory densities.
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e) Building Area Allowed
In many cases a piece of land consists partly of building
area and partly of non-building area. Then, the area
occupied by industrial building to be constructed must not
exceed the building area allowed in the lease of the land.
Otherwise, additional building area has to be acquired
from the government by application and subsequent payment
of premium.
f) Accessibility to Highways and the Sea
It is usually not stated in the lease terms of industrial
land whether the user of the land can legally open an exit
to a highway for transportation of goods by trucks.
Similarly, if the land is by the seafront, the user may not
be allowed to use the seafront for loading and unloading
goods to and from boats. Approval must be sought from the
government in advance to have such accessibility.
g) Others
There are other legal restrictions that have to be con-
sidered. For instance, to prevent speculation of land,
construction work must begin within a certain period of
time after the land is acquired. Otherwise, the landlord
is liable to be fined.
4) Room for Future Expansion
To maintain flexibility for a possible future expansion of
manufacturing business, an industrialist looks for room for future
expansion. This can be achieved by the following ways:
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a) reserving a part of the land for future use
b) adopting the construction design to allow future upward
extension in building space and
c) purchasing neighbouring land in the future.
Therefore, an industrialist should see whether the way he is
going to develop an industrial real estate allows room for future
expansion.
After an analysis using the framework, the development project
is appraised from an investment point of view.
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3.0 APPRAISAL OF INDUSTRIAL REAL ESTATE
DEVELOPMENT PROJECTS
For the sake of appraising an industrial real estate develop-
ment project, there are two types of industrial real estates. First,
there are industrial real estates for specific usage for instance
the brewery industry calls for specially designed buildings so that
tank-process is possible. In Hong Kong, leasing of this type of
specific use industrial real estate is uncommon, so that the indus-
trialist has no other alternative but to develop the industrial real
estate for the use of his firm. The appraisal of industrial real
estate development projects of this type cannot be separated from the
appraisal of the whole project of getting into the business.
Second, there are industrial real estates for general usage
for instance the garment industry and the plastic industry call for
non-specific industrial building design. In considering this type of
industrial real estates, an industrialist in Hong Kong can have two
choices- namely developing the required industrial real estate, or
leasing from an industrial real estate developer. The most frequent
practice of leasing industrial premises is by renting flatted
factories.
It is the second type of industrial real estate i.e. the
general usage type, that makes the subsequent appraisal of the estate
development project possible, at least from the economic point of
view.
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3.1 Background to Economic Analysis of Industrial
Real Estate Projects
Business development projects fall into one of two broad,
general classifications. These are: a) projects to reduce cost, and
b) projects to expand income.
Whether an industrial real estate development project belongs
to class a) or class b) depends on the situation. For an enter-
preneurial industrialist who sets up a new manufacturing firm, the
real estate development project is to reduce the cost which is usually
the operating cost of rental which has to be otherwise paid to a
lessor if the real estate is leased from him. Similarly, for an in-
dustrial firm which is using rented premises for manufacturing and
intends to develop its own real estate, the development project is
also to reduce cost.
On the other hand, if a factory is standing on a piece of land
which is costly enough to make the factory run on a very high estate
asset-base, it can be moved to a new site of lower cost to reduce the
asset-base. The original site can be sold or developed. In this
case, the whole project includes the development of the new site and
the sale or redevelopment of the old site.
An industrial real estate development project of the new site
can be appraised from these dimensions: payback period rate of




Payback period method uses the number of years of cash-flow
required to recapture the original cost of an investment, normally
disregarding salvage value. There are two methods of calculating the
payback period. The first method is used when a project's cash-flow
is constant each year. Thus, for an industrial real estate,
Payback Period=
where I is the total investment (land+ buildings),
R is the estimated total repairs1 on the estate,
and A is the annual reduction in rent cost.2
The second method is used when a project's cash-flow varies
from year to year. This is applicable to a case such as the industrial
rentals which will gradually increase in the foreseeable future. When
annual cash-flow varies, the payback period is calculated by analyzing
the cumulative cash-flow. For instance, Table 3.1 gives an illustra-
tion of this. The payback period is roughly 6.5 years.
I In Hong Kong, repairs differ from maintenance in that repair:
are regarded,as additions to asset value while maintenance is regarded
as an operating expense.
2 Since the real estate is self-occupied, the annual reduction
in rent cost is assessed by the industrial firm itself. This should






ANALYZING A PROJECT WITH UNEQUAL CASH-FLOW
i1 STNC PAVRAT{ PFT
Initial Cost of Project= $1,000,000
Economic Life= 7 years




4 $150,000 $ 500,000
$200,0005 $ 700,000
6 $200,000 $ 900,000
$250,0007 $1,150,000
a In industrial real estate projects, annual cash-flow is
equal to the annual reduction in rent cost which is
otherwise paid if an industrialist rent the factory
buildings.
A basic criterion in the payback method is to ensure that the
payback period is shorter than the economic life of the capital in-
vestment life of the project. For investment on land and related
site-preparation, the investment life is equal to the time before
the lease of the land expires. On the other hand, the investment life
of an. industrial building is judgemental, for it depends on the
quality of construction, obsolescence of the building design as well
as obsolescence of the environment.
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One limitation of calculating the payback period is that
the investment life of a project is only a rough estimate. Another
limitation is that the time value of money is not taken into account.
3.3 Rate of Return
Rate of return is a ratio of profit to capital invested.
Thus,
average annual profitrate of return=
capita]. invested
With regard to the profit,5 it is usually more meaningful to
use a profit net-of-tax since this is the profit made by a firm that
can be disposed of usefully.
With regard to the denominator, i.e. the capital invested,
this should be, from the differential accounting point of view, equal
to the capital used in purchasing the land, preparing the site and
constructing the building, plus any other necessary initial capital
for the maintenance of the estate.
3.4 Project Yield
The treatment of rate of return is only a basic approach.
more practical treatment should include the discount cash flow cal-
culations which take into account the time value of money. Yield
is defined as that percentage at which the future cash. flows arising
from an investment, when discounted, will be equal to the initial
3This is net of depreciation and amortization of land cost over
the lease period. Amortization of land cost cannot be considered for
tax purposes. However, for the company's management information, amor-
tization of land cost should be taken into account to calculate the rate
of return.
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investment. This has the same effect as seeking the interest rate
at which an investment has a zero net present value or zero net
present worth.
For an initial amount of capital investment P on a project
generating annually a constant reduction in cost D, the relationship
is shown as
where n= economic life of the project
R= yield, and
In this formula, the annual cash-inflows are discounted at
the yield to the present value at year zero when the capital is spent.
To illustrate, assume an industrial real estate project requires a
capital investment of $1,000,000. The project generates a cost-
reduction (i.e. a cash-inflow) of $150,000 annually. The economic
life of the project is ten years. Then, from the above formula,
From a standard table of Cumulative Present Value,
U can. be found to be equal to slightly greater than
eight per cent.
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From the viewpoint of investment, the yield should be greater
than the marginal cost of the capital used to finance the development
project. Otherwise, the profits generated cannot cover the cost of
the capital. For example, if money to finance the project is borrowed
at eight per cent per annum interest, then the yield of the project
must be greater than eight per cent in order to cover the interest.
In order to determine the marginal cost of capital, consider-
ation is taken of the source of the capital. If the capital to finance
the project is borrowed from outside the industrial firm, the ccst of
capital is equal to the interest rate of the loan. On the other hand,
if the capital is generated internally from the firm, the marginal
cost of capital is equal to the opportunity cost if the funds can be
used in an alternative way or project to obtain income.
3.5 Taxation
In a real estate development, land is not allowed to have
any depreciation deduction. The value of the land is regarded as per-
petuity in nature, although the title of the rights of the land will
expire within a defined period of time. Thus, only the buildings are
entitled to have depreciation allowance.
With regard to this depreciation of real property, there are
two types- namely economic depreciation and tax depreciation arising
from the practical point of view and the legal point of view. Economic
depreciation is actual loss in value of asset. This loss in value
may be caused by several. factors: physical deterioration, functional
obsolescence and environmental obsolescence. Physical deterioration
is the result of wear and tear, deferred maintenance, or simple
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wearing out of the structured components. Functional obsolescence is
the result of reduced capital capacity on the part of the structure
or its components to perform the function for which it is intended in
accordance with current market standards. Environmental obsolescence
is the result of changes external to the property itself which have
resulted in a decreased income-producing capability on the part of
the property.
Tax depreciation is a statutory concept which permits the
recovery of the cost or other basis of an asset over its useful life
to the individual tax payer. It is an accounting procedure concept
,,-which may not have any relation to the actual depreciation of the
property. It is a cost recovery provision for tax purposes, and the
amount recovered in any one year may bear no relation to any true
depreciation for that year.
As the depreciation goes to the sinking, fund, the annual
depreciation can be regarded as a cash-inflow. Usually, the economic
life of an industrial building is shorter than the useful life allowed
for tax purposes. Thus, the present value of the capital recovery (of
the building parts) from economic depreciation differs from that from
tax depreciation. To illustrate, let the depreciation follow straight-
line-method, and Pt and Pe be the present value of capital recovery





(1 + R)2 (1 + R)n
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where n= number of years for which depreciation is allowed
for tax purposes,
m = number of years of actual economic life,
Dt = annual tax depreciation, which is equal to
capital investment and
De= annual economic depreciation, which is equal to
capital investment
m
Since n is usually larger than m, it can be shown that Pt is
smaller than Pe. That is to say, the present value of capital
recovery from tax depreciation is usually smaller than that from
economic depreciation. The difference between the two values depends
on how much n is larger than m.
3.6 Inflation and Capital Appreciation
In the above treatments in appraising an industrial real
estate development project no consideration is given to inflation.
Actually, in most instances inflationary tendencies must be considered.
Inflation will have an effect not only on the cash flows of a project,
but also on the rate at which the cash flows need to be discounted,
since this rate reflects the cost of capital to a company.
As far as the cash flows are concerned, if it is intended to









inflation, then detailed consideration must be given individually to
each flow.
The formula for calculating the cash-inflow from cost
reduction in rent in calculating the project yield is, as has been
given in section 3.4:
In this formula, a different value of r can be used for each
year if necessary, where the formula will read
If, however, inflation is expected to increase by a uniforn
percentage each year, d, the present value of cash flows Dn for n
years is
which means the effective rate of inflation
In addition to the effect on cash flows due to inflation, an
industrial real estate investor also anticipates capital appreciation,
i.e. disposition of the realty at a price in excess of its book value
at the time of sale. As a practical matter, the industrial realtor
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during the holding period partly because development of industry
expands in the long-run, and partly because supply of land is
limited. Here, the construction fees are assumed to keep in pace
vith inflation. Thus, investing in real property is one means of
providing a hedge against inflation.
3.7 Project Finance and Working Capital
Having decided that it is worthwhile to proceed with a project,
there is need to examine in detail how the finance can be provided
in order to have the funds available at the appropriate time and in
the cheapest possible way. There is a need to examine in depth the
timing of the cash flows that will result from the investment and to
determine the optimum available form of finance. Since a real estate
development project involves a large comrditment of funds, the capital
needed are usually generated from both inside and outside the develop-
ment company. By far the larger proportion of capital used to finance
real estate development projects is borrowed in one form or another,
i.e. the use of leverage.4
The objective of using leverage is to increase the rate of
return on the cash invested. This is one side of the coin. The other
side is risk in losing more by using higher leverage because of such
factors as economic depression. Thus, the extent to which leverage
is used is indeed a risk-return trade-off. The optimal amount of
4 This is usually in the form of land mortgage and contract
building mortgage. Land mortgage is mortgage on land asset. Con-
tract mortgage is mortgage on buildings where loans are given in
portions during the course of construction according to the value of
the buildin parts completed.
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leverage is chosen according to the company objective.
After appraising an industrial real estate development pro-
ject from the above viewpoints, sensitivity analysis can be applied
to see how sensitive the calculated outcome is in relation to
possible errors in the initial estimation. A range of estimated
values of the reduction in cost rather than a single estimated value
is used in simulation to see how the rate of return and project yield
are affected. Similarly, a range of values of economic life, values
of construction fees, values of rate of inflation are used in the
simulation to see how rate of return and yield of the development
project are sensitive to these variables.
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4.0 APPLICATION OF THE FRAMEWORK
TO TUEN MUN AND SHATIN
In Chapter Two, a framework of locational factors is given in
considering industrial real estate development projects. In this
chapter, it is intended to look at these locational factors in Tuen
Mun and Shatin.
The first step in carrying out a real estate development
project is to acquire the land. Ways of acquiring industrial land
in Hong Kong are discussed in the following paragraph before the
locational factors in Tuen Mun and Shatin are concerned.
4.1 Ways of Acquiring Industrial Lands
In Hong Kong, there are five ways of acquiring industrial lands
for development purposes. These are listed below:
(i) Auction
This is a public sale of the lease-'- of a piece of industrial
land subject to competitive bidding. The winner is the one who bids
the highest. The successful buyer has to pay a certain amount of
premium in order to own for the lease period the title of the rights
as specified in the lease of the land. This premium is equivalent to
the market price of the land as in the case of buying the land from
l With the exception of St. John's Catherdral on Hong Kong
Island, all land in the Colony of Hong Kong is held leasehold from
the Crown.
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a private owner., In addition to the payment of premium, the owner
has to pay annual rentals which are only nominal, compared to the
premium. The annual rentals are payable for all the land irrespective
of how they are acquired. The premium arising from an auction sale
may be paid in three ways:
(a) in a lump sum or
(b) by four equal instalments over two years without interest or
(c) by 10 annual instalments at five per cent interest per annum
Methods (b) and (c) are obvious encouragement shown by the
Government to industrial development. The five per cent interest
rate is well below the general long term loan interest rate of eight
to nine per cent that is common in commercial banks in Hong Kong. An
example of land auction to illustrate the conditions and restrictions
is shown in Exhibit 1.
(ii) Tender
This is similar to auction except that only the holders of
Land Exchange Entitlements (Letters A and B) are entitled to submit
the bidding. An explanation of Land Entitlements is given below:
When it is necessary for the Government to acquire
land for a public scheme (e.g. building a highway), the
Government exercises its power under the Crown Lands Resumption
Ordinance (Chapter 124). After the land has been acquired, a
Compensation Board sits and assesses compensation in monetary
terms. However, in certain areas where land is to be resumed
G Private owner of land is used in this writing to mean holder
of the lease of land.
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the Government gives the land-owner affected an offer of a
future land exchange. This offer is contained in a letter
called a Letter A or Letter B.
Letter A can be privately transacted and registered
at the Land Office. The holder of a Letter A can exchange
the document for cash without any interest. However, a holder
would rather choose an exchange for land because of the con-
stant rise in the price of land.
Letter B is very similar to Letter A except in one
aspect. The issue of Letter B is approved by the Governor-in-
Council, and therefore is subject to publication in the
Government Gazzette. On the other hand, issue of Letter A is
not subject to publication in the Gazzette. The reason is
that very often land resumption is urgently carried out by
Government, and time cannot be afforded for the approval by
the Governor-in-Council. Usually, land resumption is well
planned before any public development scheme, so that the
amount of Letter A outstanding is very much less than that of
Letter B.
Holders of Letter A or Letter B can obtain land by
either sending an application to District Offices for realizing
the promisory document, or by bidding in a tender subject to
competition. In both practices there are considerations for
seniority, i.e. the longer the data of issue of the promisory
document, the more favourable the holder is considered.
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(iii) Private Transaction
Land can be transacted subject to an agreement between the
buyer and the seller who are in the private sector. Transaction is
effective only when the deal is registered at the Land Office. Since
transaction of building land3 involves a substantial amount of capital,
the determination of price is critical. The usual practice is to
carry out the deal through an estate surveyor's firm which evaluates
the price of the land and subsequently charges commission on the sale.
(iv) Modification of Lease Terms
Whether a land is used for industrial, residential, commercial
or agricultural purposes is specified in the lease of the land. If a
land-owner of a piece of agricultural land wants to convert it into
industrial land, he can apply at the District Office. If the applica-
tion for conversion is granted, a premium which, according to official
calculations, is equal to the difference in values for being used
agriculturally and industrially is payable to the Government. Usually,
this payable sum is considerably smaller than the increase in market
value of the land after the modification of the lease terms, so that
at times there are land owners who apply for conversion of agricultural
land to industrial or residential land.
(v) Private Treaty Grant
This is a lease of industrial land as a result of an industrial
firm's direct application to and negotiation with the Government.
This has been a. modification of the Government's industrial land
In Hong Kong there are two types of land status namely
building land and agricultural land. Building land is entitled to
carry buildings while agricultural land is not entitled to carry
buildings.
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policy. The reason behind this is quite obvious.
In recent years the great demand and limited supply of
industrial land has led to very high auction prices. This has
seriously inhibited the establishment of high-technology and heavy
industries which require large sites and low-level building develop-
ment. Hong Kong's industry has a very narrow base and is essentially
light industry with a low level of technology. It is increasingly
vulnerable to competition from other Asian areas where labour costs
are low. In view of this, the Government modified its industrial
land policy in November 1973 to permit the sale of land on special
terms in order to accommodate land and capital intensive industries
the presence of which is considered to be economically desirable.
Usually, this type of lease applies to heavy industrial set-
ups, e.g. the oil refinery plant and the petrochemical plant in
Tsing Yi Island. It rarely applies to the light industrial sector.
Of the above five ways of industrial land acquisition, the
most common ones are auction and private transactions. In Tuen Mun
and Shatin, auction is the most common practice in acquiring
industrial land because these two are new toms with substantial
supply of land from the Government.
After discussing the ways of acquiring industrial land, the
locational factors for industrial real estates in Tuen Mun and
Shatin are then considered.
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4.2 Introduction to Tuen Mun and Shatin
Tuen Mun is a town in Tuen Mun District.4 The town area is
a flat land in a valley fringing the Castle Peak Bay which lies on
the southern coast of the New Territories some fifteen miles by sea
from Kowloon Point.
Similarly, Shatin is a town in Shatin District. The town
occupies a valley facing the Tide Cove. It is about nine miles from
Kowloon Point. Figure 4.1 shows the locations of Tuen Mun and
Shatin.
Originally, Shatin was mainly an agricultural town while
Tuen Mun was an agricultural and fishery town. Since the late 1960s,
the Government began to plan development in Tuen Mun and Shatin. It
is intended that by 1985, each new town will be an industrial town
with a population of about 500,000.
4.3 Land Market
Market price for industrial land in Tuen Mun and Shatin was
at its peak in 1973. Then there was an obvious drop in the land
price in the recession period in 1974. After this, the market has
become better, especially for industrial land in Shatin. Table 4.1
shows the officially estimated market values of industrial lands in
Shatin and Tuen Mun over the period 1971- 1975. These values are
used in evaluating the premia to be paid in considering the applica-
tion for Letter A or Letter B land exchanges.
There are altogether seven districts in the New Territories
namely Islands District, Tsuen Wan District, Tuen Nun District, Yuen














OFFICIAL ESTIMATION OF MARKET PRICE OF INDUSTRIAL LAND




Jan., 1972 45 $25
May, 1972 45 $20- 30
Nov., 1972 55 $20- 30
May, 1973 $80- l00150
Nov., 1973 $80- l00$75
Nay, 1974 65 $80
Nov., 19?4 $65 $70
May, 1975 $65 X50
Nov., 1975 $120 $50
Note: The estimation bases on the average of market values. Each
piece of land is unique in itself and in its values depencii:
on such factors as accessibility to highway and topographic
features.
Source: New Territories Administration, Chart 1171 New Territories
Record of Premia to be applied to Letter. A/B Exchanges,
issue No. 10, Feb., 1976.
From Table 4.1, it can be seen that the most up-to-date
official estimated market value of industrial land are around $90
per sq. ft. in Tuen Mun and $120 per sq. ft. in Shatin.
However, these official estimates are not representative of
the actual market price for two reasons: they are only average value
and they are intentionally set below the actual market price to
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compensate for the interest lost by the holders of Letter A or B.
A better representation of the market price is found in the public
auctions.5 Table 4.2 shows all the industrial lands auctioned in
Shatin and Tuen Nun in 1974 and 1975:
TABLE 4.2
AUCTION SALES OF INDUSTRIAL LAND IN SHATIN
AND TUEN 1-UN IN 1974 AND 1975
Date of Auction Area (sq. ft.) Sale price/sq. ft.
5. 2.74 20,000 $126.00
5. 2.74 11,000 84.50
20,0005. 3.74 98.00
3. 4.74 83,000 60.20
Tuen Nun
30. 4.74 19,000 64.00
4. 6.74 24,500 82.50
4. 6.74 81,000 71.50
14,900 67.203. 9.74
17,00021. 7.75 W147.00




Source: New Territories Administration, unpublished data.
5Private transactions do not provide good estimates of
market price of land for two reasons:
a) there are only few industrial land transactions, and
b) very often internal transactions (e.g. from a parent company to
a subsidiary company) do not reflect the real market situations.
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It is shown in Table 4.2 that the market price of light
industrial land in auctions was $60.20- 13120 per sq. ft. in 1974
in Tuen Nun, and that in Shatin in 1975 was $147- $183 per sq. ft.
There were no auctions of industrial land in Tuen Nun in 1975. The
market price of industrial land in Tuen Mun at the end of 10.75 was
estimated to be about $50 by a Government Surveyor.
The market price is determined by supply and demand. On the
demand side, there was increasing demand for industrial land from the
end of 1975 to the beginning of 1976. This phenomenon was more
noticeable in Shatin than in Tuen Nun. The demand was due to economic
recovery in Hong Kong, as evidenced in the industrial sector by the
getting back of the electronics industry and the blooming of the
garment industry.
On the supply side, there is adequate land in Shatin and Tuen
Mun to meet the demand. In December 1975, there were about 10,000
sq. ft. of industrial land available in Tuen Nun from the Government
for disposal to the public.6 In addition, about 800 acres (35,000,000
sq. ft.)7 of land will be reclaimed from the end point of the Castle
Peak Bay. About 30 per cent of this reclaimed area (which is about
10,500,000 sq. ft.) 8 will be allocated for light industrial usage.
In Shatin development plans began in 1974 and will probably
end in 1985. Land is formed mainly from reclamation of coastal areas
The information was obtained from unpublished data of Tuen
Mun District Office.




along the Tide Cove. By the end of 1975, most of the industrial
land formed were already disposed to the public.9 In spite of this,
supply of land will be substantial in the coming years. From 1976
to 1985, it is estimated that there will be about 180 acres (7,500,00C
sq. ft.) 10 of industrial land available for disposal to the public.
Thus, it can be seen that there is substantial supply of
industrial land both in Shatin and Tuen Mun. On the other hand,
demand for industrial land in these two areas will increase in the
future when facilitation for industrial development is progressively
carried out. This is a common phenomenon in an area for agglomeration
of industries. Eventually, there will be a steady rise in industrial
land price in Shatin and Tuen Nun in the future.
4.4 Power and Water Supply
In Hong Kong power supply is readily available from private
companies while the provision of water is the responsibility of the
Government.
Both Shatin and Tuen Mun are served in power supply by the
China Light and Power Co. Ltd. The company had a generating capacitZ
of 1,370 megawatts on 1st January 1974.11 Voltage at local distri-
bution can be 346 volts, 3-phase and 200 volts, single-phase, with a
master-controlled frequency of 50 cycles per second. The general
9The information was obtained from unpublished data of the
Tovm Planning Office in the Public Works Department.
10 Ibid.
11.The Trade and Development Council, Industrial Investment
Hong Kong, (1975- 75 edition, 1974), P. 33.
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charge rate for domestic, commercial and small industrial consumers
is shom in Table 4.3.
TABLE 4.3
GENERAL CHARGE RATE BY THE CHINA LIGHT AND POWER CO. LTD.
Monthly Consumption Charge Rate
(1 unit= 1 kilowatt-hour) (AKA
First 10 units or below 2.600
Each of the next 10 units 0.193
Each of the next 480 units 0.172
Each of the next 4,500 units 0.155
Each of the next 10,000 units 0.14
Each of the next 15,000 units 0.140
Each unit over 30,000 units 0.116
Note: These rates are subject to a chan,ce of HK$0.001 per unit
for every HK$3.70 of fuel oil cost above or below HK$100
per ton).
Source: The Trade Development Council, Industrial Investment
Hong Kona (1974- 1975 edition, 1974), p. 33.
Industrial consumers using more than 20,000 units may apply
to pay according to the Bulk Charge Rate which is made up of a









For each of the first 650KVA12 5
For each IWA over 650 KVA 3
B) ENERGY CHARGE
For each of the first 20,000 units 0.114
For each of the next 120,000 units 0.095
For each of the next 60,000 units o.o84
For each of the next 400,000 units 0.068
For each of the next 400,000 units 0.065
For each unit over 1,000,000 units 0.055
Note: These Charges are also subject to change as in the General
Charge Rate.
Source: The Trade Development Council, Industrial Investment Hong
Kong, 1974-75 edition, 1974, p. 34.
Plater supply is well served in Tuen Nun and Shatin. The
water supply in Shatin comes directly from the Shing Nun Reservoir
and that in Tuen Mun comes from the Tai Lam Chung Reservoir. In-
directly, these two areas are served by water supply from the Plover
Cove Reservoir and the desalting plant in Tai Lam Chung.
12 KVA stands for Kilo-volt-amper which is a unit to measure
energy dissipated.
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Industrial water consumption is charged uniformly all over
Fjong Kong at HK54 for every 1,000 gallons consumed.
4.5 Transportation or Distribution Costs
Basically, transportation costs comprise of the costs of
conveyin raw materials from a goods yard to the factory and the
distribution costs of finished goods to customers or cargo-handling
centre for export in the doom-town area. Although Shatin is served
by the Kowloon and Canton Railway, transportation of goods is usually
more convenient by trucks. Shatin is connected to Ko:wwloon, which
can be regarded as the down-town area, by Tai Po Road with a distance
of about ten miles. However, the distance of travelling is shortened
by the Lion Rock Tunnel by about three miles. Transportation will be
facilitated by the opening of another pass in the Lion Pock Tunnel
by 1978.
The shorter the distance travelled, the lower the transporta-
tion costs are. Usually, a loaded truck travels eleven miles for one
galloon of diesel oil consumed. The cost of one galloon of diesel
oil at the end o' February 1976 was HK$LF.85. If an industrialist in
Shatin maintains his own truck fleet, the variable fuel. cost for one single
trip to Kowloon per truck is at least
This calculation assumes the use of Tai Po Road. With regard
to sea transportation, Shatin can make advantage of the Tolo Harbour.
A goods yard in Shatin is being planned. When this is complete, the





Tuen Nun is connected to Kowloon by the Castle Peak Road
with a distance of about twenty miles. Another road, the Tuen Nun
Highway, which will carry three lanes of traffic, is under cons-
truction. It will join Tuen Mun and Tsuen Wan with a length of about
twelve miles. The route of Tuen Nun Highway is shown in Figure 4.2.
Although the Tuen Nun Highway will not be much shorter than the
Castle Peak Road portion, the time of travelling will be significantl:
shortened. It is estimated that a loaded truck will take 18 minutes
to go from Tuen Nun to Tsuen 11an, using the Tuen Nun Highwar. At
present, it takes about 35 minutes using the Castle Peak Road which
is narrow and winding.
From calculated a similar approach in estimating the trans-
portation costs as in the above, the variable fuel cost for one single
trip to Kowloon per truck is at least
Like Shatin, Tuen Nun can take advantage of the coastal.
location in sea transportation. This will lower the transportatior
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4.6 Construction Cost
The actual construction cost for industrial building is
usually expressed in cost per unit area for total floor area obtain-
able. The usual floor load for a light industrial building is 150-
200 lb. sq. ft. Table 4.5 shows estimates of construction cost for
a floor load of 150 lb. per sq. ft. in the first half of 1976.
TABLE 4.5
STIPMATE OF CONSTRUCTION COST (FLOOR LOAD: 150 IB./SQ. FT.)
IN THE FIRST HALF OF 1975






Source: Public '.'orks Department unpublished data prepared by
Quantity Surveyors.
These estimates were applicable to town centre areas in
Kowloon. For construction works in the New Territories, it was
estimated that additional cost at 5-25 per cent of the above esti-
mates was justified depending on the location. This variation in
construction cost is due to transportation of building materials,
technical staff and labour to the building site. It was estimated
that the increase in construction cost was low in areas near Kowlodn
(e.g. Tsuen Wan), while the increase was high in outlying islands,
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e.C. Lantno Island. Construction works in Shatin would require an
additional cost of 5- 10 per cent, 3 while in Tuen fun, the addi-
tional cost required would be around 10- 15 per cent. 14
4.7 Labour Rates
At the end of 1974, daily wages for the manufacturing indus-
tries ranged from 18 to 60.90 for skilled labour, 113.20 to 79.00
for semi-skilled workers.15 Usually, the labour rates are loser in
the New Territories and are Fi-her in well developed industrial
areas in Kowloon, e. San Po Yonr and Kwwrun Fong. One reason of
high labour rates in well developed areas is that there are more
chances for the workers to change jobs.
To reduce the turn-over rate of workers on the one h'iand, and
to compete for labour force on the other, factories in Kowloon areas
are willing to pay more to the workers.
On the other hand, there is considerable potential supply of
labour in the New Territories mainly fro: agricultural families. At
the present stage of development, there is not much industrial develop
ment in Shatin and Tuen Nun, and the labour rates in these two areas
are lower than the rates in Ko,:rloon.
13 The range of figures is estimated by a Government Estate
Surveyor.
14 Ibid.
15Hong Kong Government Printer, Hong KonC 1975 (Hong Kong:
The Government Press, 1975), P. 34.
59
4.8 Local Government and Taxation Policy
Land owners in Hong Kong do not in fact own the land in a
physical. sense. From the legal point of view, they only own the
titles of the rights of a piece of land. Since Shatin and Tuen Nun
are both in the New Territories which have been leased from China
until 1997, the effective lease period of all the land is the
residual value of the lease period granted by China under the Ching
Dynasty. That is to say, a holder of the title of an industrial
land in 1975 could hold the title for an effective period of 22 years.
In spite of this, values of land are not allowed for tax
considerations to have any depreciation. Industrial buildings have
20 per cent initial allowance, and are allowed to depreciate at the
rate of four per cent per annum that is to say, the inland Revenue
Jepartrnent allows an economic life of 2016 years for industrial
buildings including warehouses.
Corporate Tax in Hon Kong is charged at 17 per cent. Thus,
the cost-reduction in developing an industrial real estate which is
regarded as income is charged at t.is tax rate. In the tax structure
of long Kong, there are no capital gain tax similar to that in the
United States, (where gains in selling assets can be charged at a
lower rate than the corporate tax rate), and gains in selling indus-
trial real estates are charged at the corporate tax rate.
Until 1975 there was no property tax imposed in the New
Territories on real estate properties including industrial real




estates, but there are trends that property tax-' in the New Terri-
tories will be payable in the coming years. In addition to possible
payments of property tax, an industrial real estate owner has to pay
an annual rental to the Government for the land. The annual Crown
Rents for industrial land in the New Territories are assessed to be
about 500 per acre. This is nominal compared with the premium of
the land.
It can be seen that for tax purDoses, Shatin and Tuen Nun
will be like industrial areas in Kowloon or Hong Kong Island. How-
ever, the actual operating cost of running an industrial real estate
should include the amortization of land cost over the residual lease
period of the New Territories, to give a more accurate management
information.
4.9 Financing
Usually an industrialist seeks possible ways in usin leverage
to finance a real estate development project. In Hong Kong, there
are several methods in achieving this.
-A-[ Property tax in Hong Kong is charged at 15% of the ratable
value of a real property (land or buildings or land and buildings)
less 20°! statutory allowance. The ratable value is the annual letting
value of a property and is arrived at by periodical valuations made
by the Rating and Valuation Department. If the ratable value of a
property is 1$10,000, the property tax is calculated as follows:
10,000Ratable value of property
Less: Statutory allowance at 20% 2,9000
3,000Property tax at 15%
1,200
1 This is estimated by a Government Estate Surveyor.
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Since 1974, to encourage industrial real estate developments,
the Government has adopted a policy to ease the terms of payment.
According to this policy, a buyer of an industrial land in government
auction can pay the premium in four equal instalments in two years,
or he can pay 10 per cent dow,m-payment of the premium, and the remain-
ing 90 per cent is payable within 10 years at five per cent interest
rate per annum.
On the other hand, if the industrialist wants to borrow
capital from the private sector, there are tools he may use namely
land mortgage and building mortgage.
Land mortgage is a loan using the title of a piece of land as
a security. This land mortgage helps a company to finance the pur-
chase of land. According to a local well-established Chinese bank
in Hong Kong-, the amount of the loan ranges from 20-70 per cent of
the value of the land depending on the credit-worthiness of the
customer, the amount of the loan, the future prospect of the land
and the future land market.
Building mortgage is mortgage on the buildings. The usual
practice in Hong Kong is to deliver the loans in a number of payments.
Each payment is given when a part of the building equivalent at least
in value to the payment of loan is certified to be completed by the
contractor. Usually, the amount of loan under this mortgage rarely
exceeds 60 per cent of the value of the building under construction.
Both land mortgage and building mortgage are usually long-
term loans with maturity period of more than one year. The interest
rate charged ranges from 9-11 per cent.
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Thus, if an industrial firm wants to use leverage in developi
a real estate in hatin and Tuen Nun, it possibly can Pay for the
land in ten ,years and then use building mortgage in local financial
institutions.
4.10 Topographic Features of Land
Most of the land available for future developments in the
nevr towns of both Shatin and Tuen Nun are prepared by reclamation o,
offshore seabeds.hus, most of this reclaimed industrial land is
even and very little site-preparation work is required for building
industrial premises.
Site-preparation work is only required in the industrial
land located at foot-hills. This is usually privately owned and
occupied by on-going industrial operations.
4.11 Availability of Labour
At present, availability of labour in Shatin and Teen Nun is
low. However, local availability of labour in these two areas will
increase gradually. Table 4.6 snows the pr. opula.tion projections of
Shatin and Tuen Nun. It is shown that by 19°5, there ,will be a
population of about 453,000 in Shatin and 456,000 in Then Iun.
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TABLE 4.6
POPULATION P1OJECTION IN SHATN AND TUEN MUN
FROM 1976 TO 1985












source: der Territories Adinistration, unpubllshed data.
from the population projection in Table 4.6, an estimated
Population of those of working age 19 in Shatin and Then fun can be
corked out. This is shovai in Table 4.7.
ly lorkin g age here is taken to be the anje within the range




ESTIMATED POPULATION OF WORKING AGE IN SHATIN AND
TUU NUN FROM 1976 TO 1985
Year Shatin Tuen Nun
1976 26, 000 28,000









1985 309, 000 310,800
iltimate 335,200 310,800
11ote: The estimated population of working age is equal to 64 x
total population in the area. The figure 64 is an average
of the percentage values of the population of working age
in Hong Kong from 1976 to 1985. The percentage values can
be calculated from data in: Census and Statistics Department,
Hong Kon Population Projections (1971- 1991) (Bong Kong:
The Government Press, 19,73), P. 34-39.
Again from estimations in Table 4.7, a projection of operative
employees available in Tuen Mun and Shatin can be worked out. This




A PPGJ' CTION OF OPERATIVE El 4PLOYEES IN NANUFACTUR ING INDUSTRIES
AVAILABLE IN SHATIN AND MUN FRCM 1976- 1985












Note: The estimated number of operative employees locally
available is equal to 19.5% x population of working age
in the area. The figure 19.5 is taken as a standard in
this projection. 19.5 was the population employed as
operative workers in manufacturing industries in June
1974 as a percentage of the total population of Hong
Kong.
The projections in Table 4.8 are rough estimates with some
essential assumptions. The calculations assume that the economic
structure in Hong Kong will remain the same, that industry will grow
to the same extent as the population growth, and that both Shatin
and Tuen Nun will have the same percentages of workers as that for
Hong Kong as a whole.
In spite of this, the projections give an insight to the
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labour that will be available locally in Shatin and Tuen Nun.
4.12 Lepal Restrictions
There are considerable important legal restrictions in the
utilisation of land in Hong Kong. The use of land has to correspond
to the zoning plan set by the Town Planning Office. 'When land is
zoned as Light Industrial Land, it must be used for industrial
purposes, such as building factories, warehouses and dormitories
for ww,orkers. Other restrictions are mainly from the Building
Ordinance.
An industrial land may have building area restriction. By
this, only a certain amount of the area in the entire piece of land
can be used to construct buildings. The remaining area is called
non-building area which is not eligible to carry ruildinf-s. Besides
this, there may be buildin- height restriction for an industrial
land to limit the building heights not to exceed fifty feet. Usually,
the industrial land with building area restriction and building
height restriction is obtained frorr, the Government using Land -Exchange
Entitlements when industrial land is exchanged for agricultural land
submitted to the Government. Removal of these restrictions can be
made by sending' applications to District Offices. If an application
is successful, the land owner has to pay to the Government a premium
which is roughly equal to the increase in value of the land as
assessed by Government Estate Surveyors.
Other restrictions in the Building Ordinance include percen-
tage site coverage area and plot ratio. In 1974 for industrial
buildings, the percentage site coverage ranged from 100 for buildings
67
with a height less than 50 ft. to 63.5 for buildings with a height
greater than 100 ft. The plot ratio ranked from three for buildings
with a height less than 50 ft. to 15 for buildings with a height
neater than 200 ft.
There are restrictions that are not in the Building Ordinance.
To reduce speculation on industrial land there are restrictions re-
quiring the landowner to start the construction work within a certain
period of time after the land is purchased. In Shatin and 'fuen Nun,
for industrial land with areas less than 50,000 sq. ft., the period
set is usually thirty months, and for land with areas greater than
50,000 sq. ft., the period is usually forty months. If construction
work is not started within the allowed period of time, t'e land o._ner
is liable to fines. If the owner wants to sell the land before
construction work begins, an aprlication has to be made to the Land
Office.
The legal restrictions discussed are the more important ones.
An industrialists who intends to build an industrial real estate in
Shatin or Tuen .un has to make sure that his plan will. operate within
the legal restraints.
4.13 Room for Future Expansion
In Hong Kong, it is quite unlikely that for future expansion
of industrial real estates, neighbouring sites can be acquired
because of limited supply of land. If a certain portion of the
building area of a piece of land is reserved for possible future
expansion, this results in a non-economical short-term utilisation
of land. Therefore, to allow future expansion of industrial buildin`
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space, and at the same time to ensure a short-term economical
utilisation of land, vertical extension will be unavoidable. To
allow such vertical extention in the future, the initial building
should be designed to make this possible. Although this will involve
higher construction cost for the initial industrial building, it
retains the flexibility in room expansion.
It can be seen that both Shatin and Tuen 1'.Run have great
potential in industrial developments, though skilled labour may not




In Hong Kong, there has been increasing demand for land in
the down-town areas for ccmmercial and residential purposes. This
tendency has pushed up land price in the busy areas of Kowloon and
Hong Kong Island. As a result, manufacturing companies in the
light industry will be gradually squeezed into outlying and rapidly
developing areas where land cost is considerably low. Shatin and
Tucn Iun in the New Territories are typical examples of these de-
veloping areas.
A framework is postulated to analyze an industrial real
estate development project in Hong Kong. In this framework, there
are tangible and intangible factors for analysis. Of all the factors
discussed, the most important ones in areas of Hong Kong are market
price of land, legal restrictions and availability of labour.
Manufacturing companies in Hong Kong are very sensitive to
land price. The reason is that an investment in land in Hong Kong
involves a large commitment of funds. Usually, this capital can
yield a good return when it is invested in the manufacturing operation
because of the prosperity of industries in Hong Kong. Therefore, in
an industrial real estate development plan, the cost of land is
usually the first thing to be considered.
Because of limited supply of land, the Hong Kong Government
has been tight in regulating land utilisation and building construc-
tion. An industrial real estate development project must be made
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certain to be feasible under the legal contraints.
Availability of labour is important for the labour intensive
industries and the industries that require skilled workers. In Hong
Kong, an area of low industrial land price is usually associated
with low availability of labour. In analyzing an industrial real
estate development project, trade-offs between these two factors have
to be assessed to suit the company's objectives.
Since Shatin and Tuen Nun are two new industrial towns,
relevant data are put in the framework to give an insight to the
industrial real estate developments. An important feature of estate
developments in the New Territories is that the effective lease
period of land is rather short. This is the residual period of the
lease of the New Territories which will expire in 1997. The impact
of this on estate developments is that the economic depreciation of
both land and building is large.
The application of the framework can follow the usual steps
in planning. First, the objectives of the company in developing an
industrial real estate are defined. Second, the resources available
for the development project are identified. Third, the alternatives
to the development project in an area are postulated and evaluated.
Fourth, the development of project is analyzed with the framework.
Fifth, the development project is appraised from the financial view-
point. The results of the fourth and fifth steps are then compared
with the original objectives.
This framework is different from classical location frameworks,
such as the one postulated by Wesber. Classical theories apply to
an intensive region where location of industrial real. estates may be
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labour-oriented, transportation-oriented or raw-materials oriented.
In Hon Kong, such factors as labour and raw materials are more or
less mobile so that industrial estate development projects are




particuIare anb (1011btttO1n6 Of 5nle by Public Auction to be held on
the 2nd day of Maj, 1976 at 11.00 a.m. in the Sha Tin Government Secondary School. Sha Tin
by order of His Excellency the Governor of one lot of Crown Land at Fo Tan, Sha Tin, New
Territories, Hong Kong, for the residue of a term of 99 years less the last three days thereof com-
mencing from the 1st day of July, 1898 at the rent specified in the Particulars of the lot and on
the General and Special Conditions hereunder set forth.
PARTICULARS OF THE LOT
Registry Area in AnnualLocation Site
No. sq. ft. Rental
S
As delineated andFo Tan, Sha Tin,Sha Tin 0.00
6,4000New Territories. shown coloured redTown Lot
No. 8 A on the sale plan. (about)
GENERAL CONDITIONS
1. Subject to General Condition No. 3, the highest bidder shall be the purchaser, and if
any dispute arises between two or more bidders the lot shall be put up again at a former bidding.
2. The auctioneer shall regulate the bidding.
3. The lot is offered for sale subject to a reserve price and to the rights of Her Majesty
the Queen to bid by any officer or other person or by the auctioneer and to withdraw every or
any lot before it is sold.
4. (a) Immediately after the fall of the hammer, the purchaser of the lot shall sign the
Memorandum of Agreement hereinafter contained for completing the purchase according to these
Conditions and the Special Conditions attached hereto and shall pay to the auctioneer in cash
or by cheque which shall be certified by the Bank on which it is drawn which shall be a bank
duly licensed by the Governor-in-Council under Section 5 of the Banking Ordinance the sum of
$50, 000,' as a deposit and in part payment of the premium at which the lot shall have been pur-
chased and shall, within three days of the day of sale, (subject to the provisions of General
Condition 4(b)), pay to the Government of Hong Kong the balance of the said premium. The
purchaser shall also sign the sale plan.
(b) The purchaser shall be entitled to elect immediately after the fall of the hammer to
pay 90% of the premium by 10 equal annual instalments (including interest at 5% per annum)
calculated as follows:-
10 annual instalments 90% of the Premium x 0.12333769
In the event of the purchaser so electing, he shall pay to the Government of Hong Kong
within three days of the day of sale (i) a sum amounting to 10% of the premium, less the deposit
of ..50, 000 paid under General Condition No. 4(a) above, and (ii) the first of the said annual
instalments. The second of the sail' annual instalments shall be paid by the purchaser to the
Government on the 2nd clay of May, 1977, and the remaining annual instalments shall be paid
on the 2nd day of May' in each succeeding year.
(c) In the event of the purchaser having elected to pay 90% of the premium by annual
instalments as aforesaid, he shall be entitled at any time to redeem the whole of the outstanding
instalments by paying to Government a lump sum representing the then present value of the out-
standing instalments discounted at the rate of 5% per annum.
5. If the purchaser shall, on the fall of the hammer, fail to make the required deposit to
account of the premium, as provided in General Condition No. 4(a) hereof, Her Majesty may enforce
the sale or the auctioneer may declare the sale void and re-expose the lot for sale, but without
73
prejudice to recourse against the defaulting purchaser should the lot on re-sale not realize the
amount of such defaulting purchaser's highest bid. If the purchaser shall fail to pay the balance
of the premium as provided in General Condition No. 4(a), or if having elected to pay 90% of
the premium by annual instalments, he shall fail to pay the balance of 10% of the premium and
the whole of the first annual instalment as provided in General Condition No. 4(b) hereof, Her
Majesty may either enforce or cancel the sale. On cancellation the said payment to account of
premium by the defaulting purchaser shall be wholly forfeited to Her Majesty, and Her Majesty
shall be at liberty to resell the lot at such time and place and in such manner as Her Majesty
shall deem fit, and all expenses attending a resale or attempted resale and any deficiency which
may result on a resale shall be made good and paid by the defaulting purchaser and be recoverable
by Her Majesty as liquidated damages. Any increase of price on resale shall belong to Her
Majesty.
6. The person who signs the Agreement as purchaser shall be deemed to be the principal
unless at the time of signing the same he shall disclose the fact that he is acting as an agent
only, in which case he shall at the same time disclose the name of his principal and insert the
same in this Agreement. Where the purchaser signs as agent or attorney the Agreement shall
within 28 days of the sale be confirmed by the formal signature or execution thereof by the
principal to the satisfaction of the Land Officer unless such agent or attorney shall show to the
satisfaction of the Land Officer that he is legally authorized to act as agent or attorney for the
principal. The purchaser shall not be given possession of the lot until the foregoing require-
ments have been fulfilled.
7. The purchaser shall apply to the Secretary for the New Territories for the lot to be set out
on the ground and shall not commence any operations for building thereon until it shall have
been so set out. If the purchaser erects any building otherwise than in due accord with such setting
out he shall, when called upon by the said Secretary so to do, demolish such building and shall
rebuild as directed by him. If the purchaser fails to demolish any building as aforesaid it shall
be lawful for the said Secretary to have such building demolished and the purchaser shall pay on
demand the amount certified by the said Secretary to be the cost of such demolition.
8. The purchaser shall throughout the tenancy maintain all buildings erected or which may
at any time hereafter be erected on the lot in good and substantial repair and condition, and in
such repair and condition deliver up the same at the expiration or sooner determination of the
tenancy. In the event of the demolition at any time during the tenancy of any building then
standing on the lot or any part thereof the purchaser shall replace the same either by sound and
substantial buildings of the same type and of no less volume or by buildings of such type and
value as shall be approved by the Secretary for the New Territories. In the event of demolition
as aforesaid the purchaser shall within one month of such demolition apply to the said Secretary
for consent to carry out building works for the redevelopment of the lot and upon receiving
such consent shall within three months thereof commence the necessary work of redevelopment
and shall complete the same to the satisfaction of and within such time limit as is laid down
by the said Secretary.
9. (a) The boundaries of the lot shall be determined by the Secretary for the New Territories
(whose decision shall be final) before the issue of the Crown lease. In the event of any excess or
deficiency in area being found to exist as compared with the area specified in the Particulars of the
lot the amount -to be paid by or to be refunded to the purchaser in respect of such excess or
deficiency will be calculated at the rate per square foot at which the lot is sold.
(b) The purcheser shall permit boundary stones properly cut and marked with the number
of the lot to be fixed at each angle thereof and either in or on the land itself or in or on any
building erected thereon as may be required by the Director of Public Works and shall pay the
fees prescribed by him therefor as well as the prescribed fee for the refixing of such boundary
stones which, through being lost, damaged or removed, need replacing.
10. Any private streets, roads and lanes which are required to be formed shall be sited to
the satisfaction of the Secretary for the New Territories and included in or excluded from the
area to be leased as may be determined by him and in either case shall be handed over to the
Government free of cost if so required. Where taken over by the Government the surfacing,
kerbing, drainage (both foul and storm water sewers) and channelling shall be carried out by the
Government at the cost of the purchaser and thereafter maintained at public expense, but where
remaining part of the area leased or to be leased such streets, roads or lanes shall be surfaced,
kerbed, drained, channelled and maintained by and at the expense of the purchaser to the satisfac-
tion in all respects of the Director of Public Works.
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11. The fulfilment by the purchaser of his obligations under these General and Special Con-
ditions shall be a condition precedent to the grant or continuance of the tenancy and in the event
of any default by the purchaser in complying therewith such default shall be deemed to be a con-
tinuing breach and the subsequent acceptance by or on behalf of the Crown of any Crown rent
or rates or other payment whatsoever shall not (except where the Crown has notice of such breach
and has expressly acquiesced therein) be deemed to constitute any waiver or relinquishment or
otherwise prejudice the enforcement of the Crown's right of re-entry for or on account of such
default or any other rights, remedies or claims of the Crown in respect thereof under these Con-
ditions, which shall continue in force and shall apply also in respect of default by the purchaser in
the fulfilment of his obligations under the General and Special Conditions within any extended
or substituted period as if it had been the period originally provided.
12. (a) Upon any failure or neglect by the purchaser to observe or comply with any of the
conditions of this Agreement the Crown shall be entitled to re-enter and take back possession of
the lot and all buildings, erections and works thereon and thereupon this Agreement and the
rights of the purchaser hereunder shall absolutely cease and determine but without prejudice never-
theless to the rights, remendies and claims of the Crown in respect of any breach, non-observance
or non-performance of the terms and conditions hereof.
(b) In the event of re-entry by the Crown for or in respect of or arising out of the
breach, non-observance or non-performance by the purchaser of the provisions of the General
and Special Conditions, the purchaser shall not be entitled to any refund of the premium paid by
him or any part thereof or to any payment or compensation whatsoever whether in respect of
the value of the land or any building thereon or any amount expended by the purchaser in the
preparation, formation or development of the lot or otherwise.
13. (a) When the Conditions herein contained have been complied with to the satisfaction
the Secretary for the New Territories, the purchaser shall subject to approval of his title by
the said Secretary be entitled to a lease of the lot as described in the Particulars for the term
stated in the preamble to these Conditions.
(b) The purchaser shall take up the Crown lease for the lot when called upon to
do so by the Secretary and shall pay the prescribed fees therefor and an endorsement by the
Land Officer on these Conditions or on the District Land Office Registers that plans of
the lot or any specified part thereof are in the District Land Office and that the Crown
lease thereof must be taken up before any further dealings with the lot or such specified part can be
registered, shall have effect accordingly. In the event of more than one building being erected on
the lot the purchaser may be required to take up a separate lease for the site of each separate
building and shall pay the prescribed fees for every additional lease so required to be taken up.
(c) Pending the issue of the Crown lease the tenancy of the lot shall be deemed to be
upon and subject to, and such Crown lease when issued shall be subject to and contain all excep-
tions, reservations, covenants, clauses and Conditions as are now inserted in the Crown leases of
similar lots in Hong Kong as varied, modified or extended by the General and Special Conditions.
14. The expression purchaser shall in these General and Special Conditions include the
person entering into and executing this Agreement and where the context so admits or requires
his executors, administrators and assigns and in the case of a corporation its successors and assigns,
and the expression lot, except where the context otherwise refers, means the lot stated in the
Particulars hereof. Where the context so admits or requires, words importing the masculine gender
shall be deemed to include females and corporations, and words in the singular shall be deemed to
include the plural.
15. The foregoing General Conditions shall be read and construed as varied or modified by
the Special Conditions hereinafter contained and the expression these Conditions whenever used
shall mean and include the General and Special Conditions.
16. The General and Special Conditions, contained in Hong Kong Government Gazette
Notification No. 364 dated 30th April, 1934 shall not apply to this lot.
75
SPECIAL CODITIONS
(1) Subject to payment of the premium or of 10% thereof and the first annual instalment as
hereinbefore provided in General Condition No. 4(b) hereof and subject to the provisions of
General Condition No. 6 hereof, possession of the lot sold shall be deemed to be given and
taken on the date specified in a letter to the purchaser from the Secretary for the New Territories.
(2) Crown rent for the lot shall commence from the date specified in the said letter from
the Secretary for the New Territories, shall be as specified in the Particulars of the lot and shall
be payable by equal yearly payments on the 30th day of June each year, the first year's rent or a
due proportion thereof being payable on the 30th day of June next following the date of the said
letter.
(3) (a) The purchaser shall not cut away, remove or set back any land adjoining the lot except
with the prior written consent of the Secretary for the New Territories.
(b) Where any cutting away, removal or setting hack of adjacent or nearby hillside or
banks or any building up or filling in is required for the purpose of or in connection with the
formation, levelling or development of the lot or any part thereof, the purchaser shall construct or
bear the cost of the construction of such retaining walls or other support as shall or may then
or at any time thereafter be necessary to protect and support such hillside and banks and the lot
itself and to obviate and prevent any falling away, landslip or subsidence occurring thereafter, and
shall at all times maintain the said retaining walls or other support in good and substantial repair
and condition. In the event that as a result or arising out of any such formation, levelling or
development any landslip, subsidence or falling away occurs at any time, whether in or from the
adjacent hillside or banks and whether the same be Crown or leased land, or in or from the lot
itself, the purchaser shall at his own expense reinstate and make good the same and shall indem-
nify the Government from and against all costs, charges, damages, demands and claims what-
soever which shall or may be made, suffered or incurred through or by reason of such landslip,
subsidence or falling away. In addition to any other rights or remedies herein provided for
breach of any of the conditions hereof the said Secretary shall be entitled by a notice in writing
to call upon the purchaser to carry out such construction and/or maintenance or to reinstate
and make good any falling away, landslip or subsidence, and if the purchaser shall neglect or
fail to comply with such notice within the period specified therein the said S: cretary may
forthwith execute and carry out the work and the purchaser shall on demand repay to the
Government the cost thereof.
(4) (a) In the event of spoil or debris from the site or from other areas affected by any
development of the lot being eroded and washed down on to public lanes or roads or into road-
culverts, sewers, storm-water drains or nullahs or other Government properties, the purchaser
shall be held responsible and shall pay to the Government on demand the cost of removal
of the spoil and debris from or of damage to the public lanes or roads or road-culverts, sewers,
storm-water drains or nullahs or other Government properties. The purchaser shall indemnify the
Government against all actions, claims and demands arising out of any damage or nuisance to
private property caused by such erosions and washing down.
(b) No earth, debris, spoil of whatsoever nature, or building materials shall be dumped
on any adjoining Crown Land.
(5) The purchaser shall pay to the Government on demand the cost of removing, diverting and
reinstating elsewhere as may be required any footpaths, drains, sewers, nullahs. water courses,
pipes, cables, wires, utility services or any other works or installations on the lot or on areas
adjacent thereto which may be affected by the proposed development and which the Secretary
for the New Territories may consider it necessary to remove, divert or reinstate upon any de-
velopment thereof.
(6) The purchaser shall develop the lot by the erection thereon of a building or buildings com-
plying with the Special Conditions and in all respects in accordance with the provisions of all
Ordinances, By-laws and Regulations relating to building and sanitation which are or may at
any time be in force in the New Territories, other than New Kowloon, such building or buildings
to be completed and fit for occupation before the expiration of 30 calendar months from th: 1st
day of June 1976 and shall expend thereon a sum of not less than :15750,000.00 (such sum to
exclude moneys spent on site formation, foundations, access roads and other ancillary works).
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(7) Upon development or redevelopment of the lot or any part thereof, the building or
buildings erected or to be erected thereon shall in all respects comply with the Buildings Ordinance,
any regulations made thereunder and any amending legislation, provided that the permitted plot
ratio of such building or buildings shall in no case exceed 9.5.
(8) No building shall be erected on the lot of a type which by virtue of the Buildings
Ordinance (Application to the New Territories) Ordinance and any Regulations made thereunder
is exempt from the provisions of the Buildings Ordinance and any Regulations made thereunder.
(9) (a) The lot or any part thereof or any building or buildings erected or to be erected
thereon shall not be used for any purpose other than industrial or godown purposes or both ex-
cluding any trade that is now or may hereafter be declared to be an offensive trade under the
Public Health and Urban Services Ordinance, or any enactment amending the same or substituted
therefor. In the event of the lot or any part thereof being used for godown purposes, the method
of storage of goods and the nature and the volume or quantity of the goods stored on the lot shall
be subject to the approval of the Director of Fire Services.
(b) No building or buildings shall be erected on the lot except a factory or factories
or a warehouse or warehouses or both, ancillary offices and such quarters as may be required
for watchmen or caretakers who, in the opinion of the Commissioner for Labour, are essential
to the safety and security of the buildings. The number of watchmen and caretakers to be accom-
modated in any such quarters and the number and size of any such quarters shall be subject
to the approval of the said Commissioner, and the floor area of any such quarters shall in any event
not exceed 45 square feet for each person to be accommodated. Any such quarters shall not
be used for any purpose other than the residential accommodation of such watchmen or caretakers.
(c) The purchaser shall not install any furnace, boiler or other plant or equipment or use
any fuel or energy whether it might in any circumstances produce smoke or not without the prior
written consent of the Commissioner for Labour. The grant of such consent shall not be deemed
to modify or alter in any way Government's powers for controlling smoke now or hereafter
imposed by any Ordinance, bye-law, regulation or other enactment.
(10) The purchaser shall not install or use on the lot or any part thereof or in any buildings
erected thereon any machinery, furnace, boiler or other plant or equipment or any fuel or method
or process of manufacture or treatment which might in any circumstances result in the discharge
or emission, whether aerial or otherwise, on or from any building or buildings erected thereon
of any noxious, harmful or corrosive matter, whether it be in the form of gas, smoke, liquid or
solids or otherwise, and which shall in the opinion of the Director of Public Works be excessive
in or unnecessary for the proper use and enjoyment of the lot by the purchaser for the purposesfor which the lot is sold.
(11) The purchaser shall comply with and observe all Ordinances, bye-laws, regulations and
rules for the time being in force in Hong Kong governing the control of any form of pollution,
including noise pollution, whether aerial or otherwise, and the protection of the environment.
(12) (a) The purchaser shall not except with the prior consent of the Secretary for the New
Territories and in conformity with any conditions imposed by him (including the payment of suchfee as may be required by him}-
(i) assign, underlet or part with the possession of or otherwise dispose of the lot or any
part thereof or any interest therein, or enter into any agreement so to do, or
(ii) mortgage or charge the lot or any part thereof or any interest therein except for the
purpose of the development thereof and then only by way of a building mortgage in
such form and containing such provisions as the Land Officer shall approve or require.
unless and until he has in all respects observed and complied with these General and Special
Conditions to the satisfaction of the said Secretary.
(b) Every assignment, mortgage, charge,underletting or other alienation of the lot or any
part thereof or any interest therein shall be registered at the District Land Office.
(c) Notwithstanding any other provision of these General and Special Conditions, in the
event of the purchaser having elected to pay the premium by instalments lie shall not assign, (other
than by way of a building mortgage approved under Special Condition (12)(a)(ii) hereof), underlet
or part with the possession or otherwise dispose of the lot or any part thereof or any interest
therein until the whole amount of the premium has been paid.
77
(13) The purchaser shall not partition the lot, nor assign, mortgage, charge, demise, underlet,
part with the possession of or otherwise dispose of the lot except as a whole without having
obtained the prior written consent of the Secretary for the New Territories.
(14) (a) Space shall be provided within the lot to the satisfaction of the Secretary for the
New Territories for the parking, loading and unloading of vehicles (including containers on trailers
with their prime movers) at the rate of not less than one vehicle for each 10,000 square feet or
part thereof of gross floor area, excluding any floor area to he used for this purpose, of any
building erected on the lot or at the rate of not less than one vehicle for each 5,000 square feet
or part thereof of the site area, whichever rate provides the greater amount of such space.
(b) The space so provided'shall not be used for any purpose other than for the parking,
loading and unloading of vehicles.
(c) The space provided for loading and unloading shall abut a goods handling platform
or area which must be provided and so laid out that goods loaded or unloaded from or to such
platform or area may be transported within the lot to all parts of the building both vertically
and horizontally. The platform or area for goods handling must give access to the building in ac-
cordance with the Code of Practice on provision of means of escape in case of fire and allied re-
quirements, laid down under the provisions of the Buildings Ordinance.
(d) Of the space provided for parking, loading and unloading, one half shall be used
for the parking of private cars and light vans assuming each vehicle to have a turning circle
of 24 feet outer radius and to occupy an area of 16 feet x 8 feet with a minimum headroom
of 7 feet 6 inches and one half for the parking, loading and unloading of lorries assuming each
lorry to have a turning circle of 30 feet outer radius and to occupy an area of 25 feet x 8
feet with a minimum headroom of 15 feet 6 inches (provided that the space stipulated herein
for the parking, loading and unloading of lorries shall be designed so that a portion thereof will
accommodate at least one container on a trailer with its prime mover).
(e) Of the space provided for lorries and containers on trailers, two-thirds shall be used
for parking and one-third for simultaneous loading and unloading.
(f) The space provided for parking, loading and unloading shall be laid out in such
manner that on entering and leaving the lot, no reversing movement of vehicles including con-
tainers on trailers with their prime movers from or onto the roads abutting the lot will be neces-
sary.
(15) (a) A layout plan indicating the parking, loading and unloading spaces to be provided
within the lot in accordance with Special Condition No. (14) and approved by the Building
Authority, or a copy of such plan certified by an authorised architect, shall be registered by the
purchaser by memorial in the District Land Office. No transaction affecting the lot or any part
thereof or any building or part of any building erected or to be erected thereon shall be entered
into prior to such registration. The parking, loading and unloading spaces indicated on the
said approved plan shall not be used for any purpose other than the purposes set out in Special
Condition No. (14). The purchaser shall maintain the parking. loading and unloading spaces in ac-
cordance with the said approved plan and shall not alter the layout except with the prior written
consent of the Secretary for the New Territories.
(b) The purchaser shall not assign, mortgage, charge, underlet or part with the posses-
sion of or otherwise dispose of any part of the lot or any part of any building or structure
erected or to be erected thereon, the use of which under these Conditions is or has been set
aside or reserved for car parking or loading and/or unloading, or any interest therein or enter
into any agreement so to do without also and at the same time assigning, mortgaging, charging,
underletting or parting with the possession of therewith an undivided share of and in the lot
together with the right to the exclusive use and occupation of a part of the building erected or
to be erected thereon provided that nothing in this Special Condition contained shall prevent
the assignment, mortgage, charge or underletting of any such part to any person who is already
at that time the owner of an undivided share of and in the lot with the right to the exclusive
use and occupation of some other part of the building erected or to be erected thereon.
(16) The purchaser shall pay to the Government on demand any sum which the Secretary for
the New Territories shall certify to be the cost of making good any damage done to adjoining
public roads by the purchaser, his contractors or sub-contractors or his or their workmen or
vehicles or by any spoil from the lot.
78
(17) No materials shall be dumped or stored, nor shall any work be carried out within the
boundaries of a public road or way without the prior written consent of the Secretary for the New
Territories.
(18) The purchaser shall construct and maintain at his own expense and to the satisfaction of
the Secretary for the New Territories such drains and channels, whether within the boundaries of
the lot or on Crown Land, as the said Secretary may consider necessary to intercept and convey
into the nearest stream-course, catch-pit, channel or storm-water drain all storm-water or rain-
water falling or flowing on to the lot and the approach road thereto, and the purchaser shall be
solely liable for and shall indemnify the Government and its officers from and against all actions,
claims and demands arising out of any damage or nuisance caused by such storm-water or rain-
water.
(19) Any damage or obstruction caused by the purchaser, his servants or agents to any nullah,
sewer, storm-water drain, watermain or other Government properties within or adjoining the lot
shall be made good by the Government at the cost of the purchaser and the amount due in
respect thereof shall be paid on demand to the Government by the purchaser.
(20) The purchaser shall pay to the Government on demand the cost of connecting any drains
and sewers from the lot to the Government storm-water drains and sewers when laid. Such works
shall be carried out by the Director of Public Works, who shall incur no liability to the purchaser
in respect thereof.
(21) Any foundations to be constructed near or adjoining any sewer, storm-water drain or
nullah within or adjoining the lot shall comply with the requirements of the Director of Public
Works.
(22) The purchaser shall not discharge or cause or permit or suffer to be discharged into any
public sewer, storm-water drain, channel or stream-course any trade effluent or foul or contami-
nated water without the prior written consent of the Director of Public Works, who shall as a
condition of granting his consent, require the purchaser to provide and maintain at his own ex-
pense and either within the lot or otherwise and to the satisfaction of the said Director suitable
works for the treatment of such trade effluent or foul or contaminated water.
(23) The purchaser shall not interfere with any existing drain, waterway or nullah within or
adjoining the lot or have any right to the water therein.
(24) The purchaser shall not permit sewage or refuse water to flow from the lot on to any
adjoining land or allow any decaying, noisome, noxious, excrementitious or other refuse matter
to be deposited on any portion of the lot and shall see that all such matter is removed daily from
the premises in a proper manner.
(25) The purchaser shall have no right of ingress or egress to or from the lot between points
X and Y shown and marked on the plan annexed hereto for the passage of motor vehicles.
(26) (a) A filtered water supply from Government mains will be given on the usual terms and
subject to the provisions of the Waterworks Ordinance 1974 or any enactment amending or replac-
ing the same, but no guarantee is given that any water that is supplied will be continuously avail-
able. The purchaser accepts that there will be delay in the provision of such supply.
(b) A salt water supply from Government mains will be given for flushing purposes,
and the purchaser will be required to accept this supply and to install plumbing capable of with-
standing the corrosive effect of salt water. If a salt water supply is not available when required, a
temporary mains water supply will be provided for flushing purposes. The temporary fresh water if
required, and the ultimate salt water supply, will be given on the usual terms and subject to the
provisions of the Waterworks Ordinance 1974 or any enactment amending or replacing it, and
subject to the stipulation relating to the delay of such supply.
(27) Except with the prior written consent of the Water Authority, no fresh or salt water
from Government mains shall be used for any air-conditioning purpose.
(28) The purchaser shall not interfere with any water-main or pipe within or adjoining the lot
without the prior written consent of the Water Authority. Such consent will not be given until
any necessary diversion of any such water-main or pipe has been completed. Any diversion shall
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